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PASS STR (STARKEY) AND AGRICULTURE (SAYLOR) 

E.O. 11652: GDS 
TAGS: EAGR, ETRD, AU 

SUBJECT: US-AUSTRIA GATT ARTICLE XXII CONSULTATIONS 
ON OILSEEDS 

REF: (A) VIENNA 5220; (B) VIENNA 5029 

1. SUMMARY: ON JUNE 8 AND 9, US TEAM MET WITH 20-MAN 
AUSTRIAN DELEGATION FOR FORMAL GATT ARTICLE XXII CONSUL- 
TATIONS CONCERNING THE OILSEED MEAL AND OIL TAX PROPOSAL 
NOW BEFORE THE AUSTRIAN PARLIAMENT. GOA PRESENTED STRONG 
LEGALISTIC ARGUMENTS THAT THE TAX PROPOSAL IS CONSISTENT 
WITH ITS GATT OBLIGATIONS BECAUSE IT CONSTITUTES A QUOTE 
CONSUMPTION TAX UNQUOTE WHICH WOULD APPLY EQUALLY TO 
DOMESTIC PRODUCTION AS WELL AS IMPORTS. HOWEVER, GOA WAS 
UNABLE TO DEMONSTRATE EXISTANCE OF DOMESTIC PRODUCTION. 

US SIDE ARGUED THAT THE TAX IS IN EFFECT A DUTY SINCE 
BURDEN WOULD FALL AMOST. IF NOT ENTIRELY, ON IMPORTS. THUS 
THE PROPOSAL, IF ADOPTED, WOULD BE INCONSISTENT WITH GATT 
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ARTICLE HI AND WOULD NULLIFY EXISTING DUTY FREE 
BINDINGS ON OILSEED MEAL AND OIL. CONSULTATIONS ENDED 
WITHOUT ANY INDICATION OF MOVEMENT BY THE GOA. US SIDE 
LEFT CLEAR IMPRESSION THAT WE WOULD RESPOND DECISIVELY TO 
PROTECT US TRADE INTERESTS IF THE PROPOSAL IS ADOPTED. 

SOME GOA REPS PRIVATELY APPEARED CONCERNED OVER CONSE- 
QUENCES OF PROPOSED PROGRAM. BOTH FROM STANDPOINT OF US 
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REACTION AND ECONOMIC VIABILITY OF PROGRAM. WE RECOM- 
MEND FOLLOW THROUGH WITH HIGH LEVEL REPRESENTATIONS, BOTH 
IN WASHINGTON AND VIENNA. END SUMMARY. 

2. IN RESPONSE TO US REQUEST FOR GATT ARTICLE XXII 
CONSULTATIONS, A 20-MAN AUSTRIAN DELEGATION HEADED BY 
TRADE MINISTRY DIRECTOR FOR GATT AFFAIRS WILLENPART MET 
WITH A US DELEGATION ON JUNE 8 AND 9. TO SAVE TIME IT 
WAS AGREED THAT PRESENTATIONS MADE AT JUNE 1 MEETING 
(SEE REF B) BE CONSIDERED TO HAVE BEEN MADE AS PART OF 
JUNE 8-9 SESSIONS. AUSTRIAN DELEGATION AGAIN INCLUDED 
REPS FROM MINISTRIES OF FOREIGN AFFAIRS, FINANCE AND 
AGRICULTURE, AS WELL AS CHAMBERS OF INDUSTRY, AGRICULTURE 
AND LABOR. US DELEGATION INCLUDED ECONCOUNS, AGATTACHE 
AND WASHINGTON TEAM OF EXPERTS CONSISTING OF SCHROETER 
AND WANAMAKER (USDA/FAS) AND REGAN (STR). THE PURPOSE 

OF THE CONSULTATIONS WAS TO PROTEST UNDER GATT PROCEDURES 
THE ADOPTION OF A TAX PROPOSAL NOW BEFORE THE AUSTRIAN 
PARLIAMENT, WHICH WOULD ADVERSELY AFFECT US OILSEED 
EXPORT INTERESTS AND CONSTITUTE A NULLIFICATION AND 
IMPAIRMENT OF US TRADE RIGHTS STEMMING FROM DUTY BINDINGS 
ON SOYBEAN MEAL AND OIL. 

3. WILLENPART ARTICULATED CAREFULLY BOTH THE RATIONALE 
FOR THE PROPOSAL AND ARGUMENTS CLAIMING THAT IT IS 
FULLY CONSISTENT WITH THE GOA'S GATT OBLIGATIONS AS 
REPORTED IN PARA. 2 REFTEL B. 
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4. US SIDE MAINTAINED TAX IS INCONSISTENT WITH ARTICLE 
HI(2) AND RAISED QUESTIONS CONCERNING THE EXISTENCE OF 
DOMESTIC OILSEED MEAL AND OIL PRODUCTION, WHICH IS THE 
BASIC PREMISE UNDERLYING THE GOA ARGUMENT THAT THE 
PROPOSAL IS CONSISTENT WITH GATT. US CITED REPORTS MADE 
TO FAO AND UNIDO BY AUSTRIAN OFFICIALS, WHICH INDICATE 
THAT NO DOMESTIC PRODUCTION EXISTS. DURING FIRST DAY 
AUSTRIAN SIDE AGREED TO PROVIDE SPECIFIC EVIDENCE OF 
SUCH PRODUCTION AND ESTIMATES OF REVENUES EXPECTED TO 
BE DERIVED FROM IMPORTS AND DOMESTIC PROCESSORS, 
RESPECTIVELY. THESE NEVER MATERIALIZED. AG MIN REPS 
CLAIMED THAT 80 RURAL MILLS REPORTEDLY HAD 15,000 TONS 
OF OILSEED CRUSHING CAPACITY, BUT THEY WERE UNABLE TO 
PROVIDE DATA ON THE LEVELS OF OILSEED MEAL AND OIL 
PRODUCTION. FIN MIN REPS CITED AS300 MILLION AS ROUGH 
ESTIMATE OF ANTICIPATED TAX RECEIPTS BUT WOULD GIVE US 
NO BREAKDOWN. 

5. AFTER ARGUING THAT THE PRECISE AMOUNT OF DOMESTIC 
PRODUCTION IS IRRELEVANT, WILLENPART CLAIMED THAT NO 
SUCH PRODUCTION IS NECESSARY, CITING THE FINDING OF A 
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1970 GATT WORKING PARTY WHICH CONCLUDED THAT THE 
EXISTENCE OF DOMESTIC PRODUCTION IS NOT A NECESSARY 
CONDITION FOR ASSESSMENT OF A CONSUMPTION TAX UNDER GATT. 
WE SUGGEST WASHINGTON REVIEW THIS WORKING PARTY REPORT 
IMMEDIATELY. 

6. US SIDE ARGUED THAT THE PROPOSAL IS INCONSISTENT 
WITH GATT ARTICLE III (1 ) IN THAT ITS PRIMARY OBJECTIVE— 

BY ADMISSION OF GOA AUTHORITIES— IS TO ENCOURAGE THE 
DEVELOPMENT OF THE DOMESTIC INDUSTRY. SINCE IMPORTS 
PROVIDE ESSENTIALLY FOR ALL OF DOMESTIC CONSUMPTION (OR 
ABOUT 98 PERCENT IF WE ACCEPT THE GOA'S CONTENTION THAT 
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THERE IS DOMESTIC PRODUCTION), THE BURDEN OF THE TAX 
WILL FALL OVERWHELMINGLY ON IMPORTS. 

7. WILLENPART MADE TWO POINTS TO REFUTE THIS ARGUMENT: 
(A) ARTICLE III (1) STATES THAT TAXES "SHOULD NOT" BE 
APPLIED TO IMPORTED OR DOMESTIC PRODUCTS SO AS TO AFFORD 
PROTECTION TO DOMESTIC PRODUCTION, WHICH IS WEAKER THAN 
THE PHRASE "SHALL NOT" USED ELSEWHERE IN THE GATT, 
IMPLYING THAT ARTICLE III ( 1) IS PERMISSIVE. (B) THE 
REVENUES COLLECTED IF THE PROPOSAL WERE ADOPTED WOULD 
NOT BE EARMARKED FOR SUBSIDIES TO DOMESTIC PRODUCTION 
OF OILSEEDS AND PRODUCTS BUT COULD BE USED FOR ANY 
AGRICULTURALLY RELATED PURPOSE. 

8. THE US SIDE COUNTERED WITH TWO POINTS TO WHICH THE 
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GOA DID NOT RESPOND. FIRST, WHEN THE TAX COMES INTO 
EFFECT IT WILL BE AN ADDITIONAL BURDEN WHICH WILL MAKE 
DOMESTIC OILSEED PROCESSORS (IF THERE ARE ANY) LESS 
COMPETITIVE AND WOULD PROBABLY PUT THEM OUT OF 
BUSINESS. THIS WOULD ELIMINATE THE DOMESTIC INDUSTRY 
AND WOULD, IN TURN, UNDERMINE THE GOA"S BASIC ARGUMENT. 
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SECOND, THE TAX IS DISCRIMINATORY IN THAT IT DOES NOT 
APPLY TO ALL LIKE PRODUCTS. 

9. IN CONCLUDING SESSION— AND IT WAS AGREED CONSUL- 
TATIONS WERE SUSPENDED, NOT NECESSARILY TERMINATED— 

US DEL PROVIDED GOA DEL WITH WRITTEN "SUMMARY" OF US 
POSITION (TRANSMITTED SEP TEL). AUSTRIANS EARLIER 
AGREED TO GIVE US DEL SIMILAR PAPER BUT WILT ,F,NP ART TOLD 
ECONCOUNS PRIVATELY THAT AG MIN REPS HAD OBJECTED TO 
TURNING OVER PAPER PREPARED UNTIL AFTER PARLIAMENTARY 
SUBCOMMITTEE MEETS "BECAUSE CHANGES ARE EXPECTED." 
WILLENPART AGREED THAT DRAFT BILL WOULD BE CHANGED BUT 
WOULD NOT SPECULATE IN WHAT DIRECTION. IN LIEU OF 
WRITTEN SUMMARY WILLENPART GAVE ORAL RUNDOWN OF MANY 
POINTS MADE BY GOA DEL. ONLY ONE NOT ALREADY CITED ABOVE 
OR IN REF B WAS POINT THAT AUSTRIA, UNLIKE SWITZERLAND, 

WAS AN OCCUPIED COUNTRY WHEN IT JOINED GATT AND, THEREFORE, 
COULD NOT QUALIFY FOR EITHER SWISS-TYPE NEUTRALITY 
WAIVER OR US-TYPE GRANDFATHER CLAUSE. IN FINAL REFER- 
ENCE TO US COMMENTS ABOUT REACTION IN DEFENSE OF TRADE 
INTERESTS, HE SAID THAT THESE MUST FOLLOW PROOF THAT GOA 
HAS VIOLATED INTERNATIONAL OBLIGATIONS, AND IN AUSTRIAN 
EYES THAT CASE HAS NOT BEEN MADE. 

10. COMMENT: ALTHOUGH GOA DEL WAS CLEARLY UNWILLING TO 
CONCEDE ANY LEGAL ASPECT OF ITS CASE WE BELIEVE CONSUL- 
TATIONS DID REVEAL THAT PRIMARY WEAKNESSES IN GOA CASE 
ARE (A) PREMISE THAT TAX WILL FALL SIMILARLY ON IMPORTS 
AND DOMESTIC PRODUCTION, AND (B) FAILURE TO APPLY TAX 

TO DIRECTLY COMPETITIVE PRODUCTS, WHICH DISCRIMINATES 
AGAINST ITEMS TAXED. DISCUSSION ALSO RAISED NUMBER OF 
POINTS QUESTIONING OVERALL VIABILITY OF OILSEED PROGRAM, 
WHICH EVEN IF LESS DIRECTLY RELATED TO GATT OBLIGATIONS, 
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ARE NONETHELESS KEY CONSIDERATIONS FOR A GOVERNMENT 
TRYING TO OVERCOME A TRADE AND BUDGET GAP PROBLEM. 
FINALLY, A NUMBER OF MEMBERS OF THE AUSTRIAN TEAM 
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INDICATED PRIVATELY TO US REPS THEIR CONCERN— STEMMING 
FROM STEADY AND INTENSIFYING US PRESSURE— OVER THE 
CONSEQUENCES OF THE PROPOSED PROGRAM BOTH FROM THE 
STANDPOINT OF ITS VIABILITY AND OF A US REACTION. 

1 1 . OUR GUESS AT THE MOMENT IS THAT THE MOMENTUM 
GENERATED BY PROPONENTS OF THE BILL WOULD OVERRIDE ANY 
OPPOSITION. HOWEVER, ASPECTS OF THE PROGRAM ARE BEING 
RECONSIDERED IN SEVERAL MINISTRIES AND OTHER GROUPS AS 
A RESULT OF US REPRESENTATIONS AND WE WOULD URGE THAT 
THESE BE CONTINUED THROUGH A DEMARCHE BY THE AMBASSADOR 
HERE (AS PROPOSED REF A), AND WITH A PARALLEL DEMARCHE 
IN WASHINGTON BY USDA ASSISTANT SECRETARY HATHAWAY TO 
AUSTRIAN AMBASSADOR SCHOBER. IT IS ALWAYS POSSIBLE 
THAT STEPPED-UP PRESSURE WILL INCITE THE BILL'S 
PROPONENTS TO RESPOND WITH A SUPREME EFFORT TO FORCE 
IT THROUGH, BUT WE INTERPRET THE PARLIAMENTARY COMMITTEE'S 
ACTION LAST WEEK IN ASSIGNING THE BILL TO A SUB-COMMITTEE 
RATHER THAN APPROVING IT OUTRIGHT AS A FAVORABLE DEVELOP 
MENT. PERHAPS WITH THE TIME NECESSARY TO MEET PLANTING 
SCHEDULES RUNNING SHORT, THE GOA COULD BE PERSUADED TO 
AT LEAST HOLD OFF AND RECONSIDER THE PROJECT UNTIL THE 
NEXT PLANTING SEASON, ESPECIALLY SINCE ANY ADDITIONAL 
OIL SEEDS GROWN THIS YEAR WOULD HAVE TO BE PROCESSED 
OUTSIDE AUSTRIA (PROBABLY IN HUNGARY) BECAUSE THE 
AUSTRIAN MILL IS AT LEAST TWO YEARS OFF. WOLF 
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